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HENRY ESCHWEGE, DIRECTOR 

coM~uNrrY AND Hc0~0MIc DEVELOPMENT DIVISION 

BEFORE THE 

COYMERCE, CONSUMER, AND MONETARY AFFAIRS SUBCOMMITTEE 

OF THE 

H!lUSE COMMITTEE ON GOVERNYENT OPERATIONS 

ON THE 

COMMODITY FUTURES TRADING COMMISSION 

brE WELCOME THE OPPORTUNITY TO BE HERE TO ASSIST THE SUBCOM- 

MITTEE IN ITS OVERSIGHT OF THE COMMODITY FUTURES TRADING COMMIS- 

SION (CFTC). WE HAVE JUST COYPLETED A MAJOR REVIEW OF THE 

COMMODITY FUTURES TRADING COMMISSION. WE HAVE PROVIDED OUR DRAFT 

REPORT TO YOU. CONCURRENTLY, WE SUPPLIZD THE REPORT TO THE COM- 

MISSION FOR COMYENT. I WILL SUMMARIZE OUR PRINCIPAL FINDINGS AND 

PROPOSED ACTIONS IN AREAS OF CONCERN TO THE SUBCOMMITTEE. 

OVERALL, WE NOTED NUMEROUS IMPROVEMENTS IN THE COMMISSION'S 

PERFORMANCE SINCE OUR 1978 REVIEiW. HOWEVER, WE FOuND THAT EACH OF 

THE COMMISSION'S KEY REGULATORY PROGRAMS WE EXAMINED, INCLUDING 

REGISTRATION, SURVEILLANCE, AND RULE ENFORCEMENT REVIEWS, NEED 

TO WORK BETTER IF RAPIDLY EXPANDING TRADING ACTIVITY ON THE 
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?1A"ION'S COMMODITY FUTURES RXCHANGW IS TO OPERATE REASOPTARr,Y 

FFFF FROM ARUSE. IT CONCKRNS US THAT THE COM!!ISSIOM CT)??TI?HJES 

"‘0 ElPPFClVE EXPAWIC~? OF TRADING REFORE IT MORE FULLY DEVELOPS 

TTS MONITORING, EVALUATIO??, ArJD ENFORCEME?7T PROGRAMS TO PROTECT 

THE INTFGRITY OF EXISTING TRADING. 

EXCHANGE SELF-REGULATION HOLDS PROMISE FOR FUTURE REDUCTIONS 

II'J FEDERAL REGULATORY PROGRFMS. rem MEED TO KMOW FIRS!", HOFTEVFR, 

?"HAT SELF-RSGULATIOM WIT,L PPOTECT~ THE PUBLIC INTEREST. CFTC'S 

RULE F?TF0RCFMEITT REVIFT? PROGRAM IS THE CENTFRPIFCF OF THE COWIS- 

SIOM'S MONITORING CC ENFORCEMF?TT RY THE EXCHANGES OF THEIR OWN 

RULES. RUT,E FFVIFWS HAVE IMPROVED EIARGITJALLY SIVCE OUR 1973 

Fw1F:T.T. SURSTA"JTIAL I~lPROVE?9?NTS ARE: STILL REQUIRED, HOWFVER. 

"HE REVIEWS TEND TO CONCERN THEMSELVES WITH WHETHER ESSFNTIAL 

SELF-PEZULATORY PlACHIFTERY Is ;N PLACE, PATHFR T!TAF? HOW WELL I" 

IS Rvr:rTIr!rr. FOR FXAWLE, A CFTC REVIFl+' OF THE PJEF7 YORK MERCAPJ- 

"IT,!? FXC:PA?Tr:F CnNDUC"FD IN 1380 OVFRLOOKRD SERICUS PFC)HT,EMS 

Rl?OUC?? "0 LIGHT IN A SEPARATE 19!?fl CF!"C ENFORCEYEPTT If!VESTI- 

Gp.vIo?' 4 . PWIFWS, JWFTHEF "PFY APF CT)MP?EHF!~!SIVF OR FOCTJSFD, 

HAVE A LONG GESTA'?InlT TERIOJ?. THE cfOMl\~ISSIIOr~ FIAS YET TO RECEIVE 

F??T)P ITS STAFF KEY REPORTS 011 !!!HE CRICAC;O 90ARD OF TRADE AND THE 

CHICAM MEFCAfJTI7,E F,XCHA?JGE COVERING REVIEWS CnYDUCTF,D IN 197'3 

AND 1330. 

CFTC mxw MOT Ym TIE Im APPROVAL OF TRADING m PROPOSED cm- 

TRACTS AT A PARTICULAR EXCHANGE TO THE RFSULTS OF RULE ENFOPCEMENT 

RRVIFW COp!T?UC"ED HY CFTC AT THAT EXCHANGE, AS AUTH0RIZED Ill TSF 
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ACT. MARIMC, COFRACT APPROVALS COMTIMGENT OF1 APEQUATE RULE EN- 

FlnRCF?WF~?" 'I:IOULI? EFFECTIVW,Y PROMO'W ?¶ORE CONSCIENTIOUS ADHSRENCP 

"0 S?!ATJ'mORY SFJ,F-REGULATORY REoUIREME??TS. 

t7E EXPECT TCI REPEAT A NUMBER OF RRCOWMENDATIO?TS OFFERED 

I+1 137C TO IYPROVE RULE FNFC)RCEMENT REVIEWS, INCLUDING MORE 

SYSTEMATIC FOLLOW-UP, IMPROVED EVALUATION CRITERIA, AND A CON- 

TIMUA?!I@N OF COMPREHENSIVE REVIEWS UNTIL SELF-REGULATION IS WELL 

ENOUGQ ESTABLISHED AT EACH EXCHANGE TO PERMIT REVIEW OF SELECTED 

ASPECTS OF EXCHANGE PERFORMANCE. 

APPROVING NEW FUTURES CONTRACTS 

THE PROCESS RY WHICY CFTC EVALUATES AN EXCHANGE'S APPLICATIOM 

TO TP.ADE STA?TDARDIZED FUTURES CO'L?I'RACTS IN A PARTICULAR COMMODITY 

STANDS AS ONE OF THE CO!?B?ISSION'S REST TOOLS FOR MAINTAINING PROP- 

FRLY FUNC"IONI?~lC? FU'I"URES PIARKE?!S. OUR RWIEV OF TEN RECEFT?! COlJ- 

‘TPC’? SUF?MISSIONS SHOWEP THAT CFTC HAS IMPROVED ThIS REVIW PROCESS 

smcI;: 19?C. FOR EXAEWLE, CFTC FTAS SUCC!?ET?ED IN GET"I!% EXCHATlGFS 

"0 STJBHI" RETTER EVIDF;?TCF TO SHOW THAT TRADIrTG OF ?'flF PROPOSPD 

CIC)?T’?)?7!CI” WI1 r , -‘, AS RFaOI!IP.FT,, P!?0?!0??? FT?l?GINc, A?Tl7 WF??R SCO*?fl!IIC 

wJ?.PcISFlS. CFT AJ,SC? A’TAT,??ZES ?I): '?!?R?"S AIJD CONDITIONS OF PRC)POSF,D 

CONTRA?'3 MORE CLOSEJ,Y '?'o D!?TEST SUSCE??IRILITY TO PRICE MAMIPULA- 

TION OR DIST:OF7'ION. ?3OWEVER, CFTC HAS MOT MATCFTED THIS I~lPROVEM?~J~ 

WITH COMPARABLE PROGRESS IN REVIEWI'FTG CONTRACTS AFTER APPROVAL TO 

DETERMINE WHETHER ACTUAL TRADING OF TQE CONTRACT SERVES ITS INTENDED -- 

PURPOSES. FINALLY, TRE COMMISSION HAS YET TO GIVE ADDED FORCE TO 

?‘FlE STATU’TOPY vmrx XXTEREST” TEST FOR CC)?TTPJCT APPROVAL, THOUGH 

IT WEIJT AS FAR AS PUBJ,ISHI!JG A PROPOSAL TO DO SO IM NOVEW3EF 13Cp. 
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'4~; ARE SUGGESTING SPECIFIC CFTC ACTIONS TO ADDRESS EACH OF THESE 

CONCEFh~S. IN ADDITION, WE PROPOSE THAT THE COMMISSION INTRODUCE 

A FEE TO RECOVER THE APPROPRIATE 

VIEW OF THE SUBSTANTIAL BENEFITS 

APPROVAL. 

MARKET SURVEILLANCE 

COSTS OF CONTRACT APPROVAL, IN 

FLOWING TO THE EXCHANGE FROM 

CFTC'S MARKET SURVEILLANCE PROGRAM SERVES TO DETECT AND 

ADDRESS ADVERSE SITUATIONS IN FUTURES MARKETS SUCH AS PRICE 

MANIPULATION. IN CONDUCTING MARKET SURVEILLANCE, THE COMMISSION 

CaLLECTS, ANALYZES, AND COMPARES ON A DAILY BASIS DATA ON THE 

SUPPLY AND DEMAND CONDITIONS IN THE CASH AND FUTURES MARKETS, AND, 

IN PARTICULAR, ON THE SIZE AND DOMINANCE OF TRADERS' POSITIONS 

IN FUTURES MARKETS. BECAUSE OF WEAKNESSES IN ITS OVERALL AUTO- 

MATIC DATA PROCESSING PROGRAM, THE COMMISSION DOES NOT COLLECT 

AND ANALYZE THIS DATA IN A MANNER WHICH CAN MOST EFFECTIVELY SUP- 

PORT ITS SURVEILLANCE EFFORT. .SPECIFIC ACTIONS ARE NEEDED TO Iv- 

PROVE THE COMMISSION'S DATA COLLECTION AND PROCESSING SYSTEMS. 

COM,MODITY EXCHANGES, AS SELF-REGULATORY ORGANIZATIONS, ALSO 

CONDUCT MARKET SURVEILLANCE. MANY EXCHANGES HAVE INSUFFICIENT 

DATA TO CARRY OUT SURVEILLANCE, AND THE COMMISSION NEEDS TO INFORM 

THEM OF THE FULL EXTENT OF THE MARKET PROBLEM BEFORE THEY CAN ACT. 

WE ARE PROPOSING THAT THE COMMISSION DEVELOP AN APPROACH TO ASSURE 

THAT-THE EXCHANGES HAVE SUFFICIENT DATA. TO FACILITATE THE DEVEL- 

OPMENT OF THIS APPROACH, THE CONGRESS SHOULD AMEND SECTION 8a(61 

OF THE COMMODITY EXCHANGE ACT TO ALLOW THE COMYISSION TO SHARE 

ROUTINELY WITH THE EXCHANGES DATA ON TRADERS' POSITIONS. 
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T!?!F: CO~~rfiISSIc3N IS EXPERIENCING DIFFICULTIES WITH AUTOMATIC 

3ATA PROCESSING WHICH AFFECT MANY OF ITS PROGRAMS. CFTC CAN IM- 

PROVE ADP SUPPORT BY ESTABLISHING AN INFORMATION RESOURCE PLANNING 

PROCESS THAT WILL COORDINATE ALL OF CFTC'S INFORMATION REQUIREMENTS 

AND BY IMPOSING AGENCY-WIDE CONTROLS OVER fOFTWARE DEVELOPMENT. 

IN OTHER PROGRAMS AS WELL, OUR REVIEW POINTS OUT NEEDED IM- 

PROVEMENTS. THESE PROGRAMS INCLUDE CFTC'S REPARATIONS PROGRAM, 

AUDITS AND FINANCIAL SURVEILLANCE, AND REGISTRATION. 

THIS CONCLUDES MY STATEMENT. %fE WILL BE GLAD TO RESPOPJD TO 

YOUR QUESTIONS. 
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